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In iu .~, t!ae c~l..iOll atat... that. LPAa (aM llbari..,

aIIOWlU) bpl_ted in OAe year relate to productivity

perfonaance in a prior year and that unle.. the LFA (8haring

uaount) adcI-bac:k oocur., the relationship between rate of

return and prod1.aot.ivity growth for tba current year will be

bidden. t. The relatiONlhip betwellA rate of reblrn aDd

productivity qrowtb for the curreAt year is DQt hicJclen w1wtD

the LFA acid-back is not ..de becau.. the additional LPA­

relat.ecl revenuea are int.endecl to recover curreAt period co.ta,

not prior perio4 coaU.

While the &aOUAt. of tb.e LPA-related rate incr....s are

ba.ed upon a prior IDalIa perio4'. earninq., the 80le p.u:poae of

t.ba LPA rate iDCr.... i. nat to ..ka-up or recoup C08U or

earning'. below 10.25 percent in the prior ba•• period, but

rather to enaure that suell low LKC earniD9. do not continue

into the i-.ciiate future. Therefore, additional LPA revenue.

JIUIIt be includad in baae period in wbicb they are billed. 'l'ha

LPA add-back, bowever, r.-ove. the LPA-related revenu.. frca

the ba.e period in wbich the LPA-relatad rate incr..... were

actually billed to customer••

While the LPA was calculatac1 ba.ed upon LEe earn!n9. in

the prior ba.. period, the LPA-relataci rate incr..... are

iapl_nted on a proapective baai. in ordar to recover ourreAt

period costa, not. prior period co.u. The LPA rate incr......

are properly accc:nmted for in the current year, not the prior

19 T'".wA., para 11.
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y"l:'. I1A ray lacn:.....~ ROC _ acaouDi:ed for 1R i:M

prior y..r upl••• the iDt,nt pf t;he LrA rAt. incraMe. i' tg

recover priAr ..riM cost. pr guArantee I minimwp rate pf

E'turn fpr the »EiqE perigd.

If t.be coaai..101l i. "'iroua of uaiDfJ earnillCJ.-rllateci

i~orJI&tlon to analy.. L&C prodUQtivlty, it can do 80.

HOWIVlr IUGb analy.1. auat _ cIoDI out.licll of tAt earaiD91

calculationa u.ed to axprl••ly calculatl lbarinq and Ll"A

UlQunt••

a. ..189' 18 aazataq. are ~t ~iflaial, ~be~·r...al

There 1. DOtlalD9 artificlal about the .wing.• in earn1Aq.

that the o-i_1011 indieat_ 1t ..y _Ik to avold by

propoaing tU LFA add-back. In ita .PRII, the eo.ai_ion

.tatea that thl earnill9' .winq. occur DecaU_ thl unadjuate4

rate of return Iffactively doubl.-counta the amount of t.bI

backltop adjuataent, OACI 1n the bait year and aqain 1n the

tariff year.- Ttl1. i. not correct. AI prlviOWlly Ihown,

the LFA &IIO\lDta UI not. dou.bll-oounted wb.n thl LVI. ia not

added back, they' rl DlVlr countlc:1 at all.

M explaintc1 earlier, tbt IIA add-back penaanently

Ixcluc:l.. rlVIQU18 clarivecl froa LFA rate inor.._ trOll IVlr

beinq includec:l in the calculation ot ba.1 period earninq••

Tb.. .wing. in earning. in the co.ai..lon·. analy.i. in

scenario 2 ot Appendix A do not oocur beaa~ ot any doubll­

counting, but rather trOll tbI fact that LFA ratl incr..... 90

28 Id., para 12.
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into eftect in any y..r in ¥biob LIe prior-period ..rIl1A9.

fall _low 10.25 perceDt. In t:Ae coaai..ion'. analy.ia t:Ae

LrA-related rate incr..... kick in every other year. BY.n

thouCjJh LBC ooata bave not cbanc1ed frca one period to t:Ae next.

in Scenario 2, if it w.r. not for the periodic Ll"A induced

rate incr , L&C earning. would remain con.tant wh.n their

Q08t. r in OOA8tant.

In the exawple provided by the co.ai..ion, the LaC ¥boae

coat r ...ined conatant would ..rn 9.25 perctUlt in each and

every y..r w.re it not for the additional r.venu_

periodically provided by LPA rate incr...... In tAo.. year.

wban t:1w LrA rate iDCr..._ go into .ffect, the LBC ..rna

10.25 perCtmt. Ttli. i ••xactly what the Ll"A i. intended t.o

40. In any givtUl year in wbich LEC8 40 not earn at l_t. a

10.25 percent, they are allowed t.o increa.. their rat.e. in the

followill9 year t.o a level ¥bieb, uaing the prior year .. a

ba••lin., would provide LEC8 with the opportunity to earn at

the lower end of the earning. range (10.25 percent). Ttli. i.

bow the low.r fOrJIUla bacutop-adju.taent under price cap

r~lation i. .upPO.e to work.
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XCI ba. dellONltratect t:hat the III. add-back in the

calculation of ratea of return i. inappropriate and

inconaiatent with both rate of return and price cap

r89\llaticm. IleI ball al.o ab.OWIl tAat tAa illClwaiOll of an Ll'A

add-baclt in tAa rate of return oalculatiOll i. taAt&aO\lAt to

retroactive rataaakinq and effectively guarant.e. the LaC. a

ainiaua 10.25 percent rate of return under price cap

regulation.

Moreover, XCI cIeaonatrated that tbe LFA add-back

UAaquivocally &lid perunently exclu4ea revenuaa derived trOll

LPA rata illCre_ trOll ever beiDCjJ illCluded in tbe calC\11atiOil

ot ba.e period earning••

HCI theretore rupecttully request. the Comaiaaion not to

allow add-backs for LFAa when calculatinq rate. of return.

_~tu1ly SuJaitted,

XCI 'l'I:~ICATIQIIS coaPO&ATIOif

~ R.k~ CG.J-IQJ
Randy It. naus, CPA
Sr. Staff -,-her
701 araaoa at., SUite 600
Austin, ~... 78701
(512) 495-6723

Dated: Auquat 2, 1993



"'ATIMBNT 01' yglI'IC3fIOlf

I bav. read tlwI fore4i0ing, aDd b» 1:be be8t of ay bowl••,
inforJlation, and beli.f ther. i. 900d 9round t:o .apport It,
aDd that it i. ROt interpoaecl for clelay. I v.rify UDder
penalty of perjury that the foreqoinq i. true and correct.
Executed on Auquat 2, 1993.

R~ R. If~ (u. t.tI.)
....y A. ilaua, CPA
seaior staff lleaber
701 arazoa st., Suite 600
Auatin, Texa. 78701
(512) 495-6723
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